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Nowadays, the development of construction market has not been completed, 
and various mechanisms have not been fully rationalized yet. There is a big chaos in 
construction market, transaction cost is much higher in China than in other countries, 
and moreover, this phenomenon will last for a long time in the following years. 
Though basic construction market system has been set up，such as the bidding 
system, contract management system and the bond system, and have all played a 
considerable role in the market, the market is unable to operate very well and the 
market players use opportunism to obtain illegal profits for the transaction system is 
not detailed and reasonable arranged. As a result, the transaction cost of construction 
market would be increased and the development of construction market system 
would be delayed or be hindered.   
In order to reduce transaction costs and improve and perfect trading system of 
the present construction market, this paper combines the new institutional economics 
with the construction market characteristics and studies the existing transaction 
system of construction market deeply. Based on the new institutional economics 
paradigm, the paper uses Cost Distribution Function Model to optimize evaluation 
method, uses Transaction Theory to analyze construction contracts, and uses 
Signaling Games Model to optimize contractor’s performance bond system. And 
moreover, this paper studies the transaction players too, like the construction 
enterprise and the government. Through these studies, this thesis makes effort to 
form an effective construction market with low transaction costs, and makes useful 
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